CHAIRMAN’S MESSAGE 


Deere Delivers Solid Results in 2016, Though Headwinds Persist 


Earlier in this decade, John Deere delivered unprecedented profits 
in a period of rapid growth and expansion. Market conditions have 
weakened in a dramatic fashion over the last three years. Yet the 
company has shown a continued ability to deliver solid financial 



















results while serving our customers with advanced products and 
services and making investments for the future. That certainly 
was the case in 2016. 


Our ability to operate profitably throughout the business cycle 
reflects the advances we've made controlling costs and running 
our company with a lean slate of productive assets. It also 
shows the benefit of having a business lineup that is broader and 
more balanced than in the past, making it less subject to swings 


in the farm economy. 
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emerge when our major markets get back on their feet. 


For fiscal 2016, Deere reported income of $1.52 billion on net sales 

and revenues of $26.6 billion. This represented a 21 percent 

decline in earnings on 8 percent lower sales and 

revenues. Earnings per share fell 17 percent, 

less than the decline in earnings, due to 
fewer shares outstanding. 


Even under such difficult conditions, 
the company was able to generate 
Shareholder Valued Added* (SVA), signifying 
that operating profit stayed above an implied 
cost of capital. As has been the case for 15 years, 


Precision-agriculture technologies are changing how 
customers plant and care for their crops. Guidance, 
section control, and variable-rate seeding and application 
help growers save on inputs and get crops planted and 
treated more accurately, helping boost yields. 


* SVA, referred to throughout this report, is anon-GAAP financial measure. See page 15 for details. 


SVA is the primary measure used in managing the company and 
making investment decisions. SVA was $339 million for the year 
while consolidated cash flow from operations totaled a healthy 
$3.76 billion, essentially the same as in 2015. We used these dollars 
to fund important projects and pay $760 million of dividends 

to our investors. 


At the same time, Deere maintained a sound balance sheet. 
Our equipment operations finished the year with $3.14 billion 
of cash (and equivalents) and relatively low net debt. Financial 
Services remained conservatively capitalized and benefited 
from strong credit quality. 


The investment community has acknowledged our success keeping 
the company on such a profitable footing. Deere stockholders 
realized a total return of about 17 percent for the year compared 
with a gain of about 5 percent for the overall U.S. equity market. 
Since the end of the fiscal year, our stock price has climbed 
sharply and reached record highs. 





A fully integrated grade-control system on the new 7OOK SmartGrade 
dozer saves contractors time and money while allowing operators 
to quickly set up the dozer for new jobsites to deliver precise grading. 


BROAD LINEUP MAKING IMPACT 

Despite reporting lower sales, the Agriculture & Turf division 
had operating profit of $1, billion, slightly higher than in 2015. 
Deere’s largest division had an improved operating margin of 

9.2 percent, up from 8.3 percent in 2015, and a return on operating 
assets of 17.5 percent, up from 16.2 percent. These results were 
achieved even with a further decline in the sale of some of our 
most profitable models of equipment. During the year, Ag & Turf 
brought important products to market and broadened its 
customer base. In spite of difficult conditions, sales increased in 
several countries outside the U.S. 


Demand for products from the Construction & Forestry division 
weakened during the year, resulting in lower sales and earnings. 
Still, the division had success expanding its product line, notably 


for large-contractor customers, and made continued investments to 
increase its global presence. In forestry, new cut-to-length products 
earned a positive response from customers. 


Financial Services made a significant contribution to our results, 
accounting for nearly one-third of the company’s net income and 
financing roughly half of the new equipment sold by the company. 
Net income was $468 million, with the average loan and lease 
portfolio showing little change. Credit quality remained strong, 
with the provision for losses equaling about $2 for each $1,000 

of portfolio value. 


BUILDING A DURABLE BUSINESS MODEL 


A reflection of Deere’s success establishing a more durable 
business model and a wider range of revenue sources, 2016 was 
one of the company’s ten-best years in both sales and earnings. 
To this end, we reduced selling, administrative, and general costs 
by about $100 million and adjusted research and development 
expense down slightly. We also did a good job managing receivables 
and inventories, both of which moved lower. In addition, the 
company’s broad business lineup proved its value: 

Results were aided by the sale of smaller tractors, 


turf equipment, forestry products, and service parts, as well as by 
the contribution of our financial services unit. 


POWERFUL TRENDS SUPPORTING PLANS 


On a longer-term basis, the tailwinds we've cited in previous letters 
remain quite vigorous. Global demand for grain and oilseeds 
continues to march ahead—as it has done almost without interruption 
for over 50 years. Experts have reaffirmed their view that production 
of farm commodities will have to double over the first half of 

the century to keep pace with demand. Growth in the need for 
shelter and infrastructure presents a positive opportunity as well. 
These prospects show great resilience. And they lie at the heart 

of our growth plans and our conviction that Deere will benefit 
from demand for productive equipment and advanced services 
well into the future. 


Ample power, operator comfort, and industry-leading features 
such as a drive-over mowing deck further strengthen Deere’s position 
in the compact tractor market (new 2038R shown). 
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STRATEGY REFLECTS CHANGING WORLD 

Promising trends such as these underscore our operating strategy, 
which we updated in 2016. The revised John Deere Strategy— 
which continues to carry the theme of “feet on the ground, eyes 
on the horizon”—remains focused on meeting the needs of a 
growing, more affluent, and more urbanized population, whose 
size is expected to reach some 9.7 billion by 2050. That's about 
one-third more people than are living on the planet today. 


Under the strategy, Deere will aim for global preeminence in 
agricultural equipment solutions and a more-global presence 
in construction equipment. We will leverage the benefits of being 
an integrated enterprise, in which all our businesses work 


The new F4365 high-capacity nutrient applicator 
fills a gap in the important ag-retailer offering. 
Ride quality and in-field guidance are 30% better 
than other makes, helping customers stay 
comfortable while they cover more ground. 


together to produce the highest overall return. As well, the company 
will intensify its focus on leading in innovation and being distinctive 
in product quality, both of which are essential to winning market 
share and expanding our global presence. Quality, a hallmark of 
our brand for more than a century, is supported by Deere’s 
exceptional manufacturing and supplier-management capabilities. 


Deere also will focus on achieving technology and analytics 
leadership and providing best-in-class integrated solutions. 

This means devoting considerable resources to fields such as 
precision agriculture, combining the attributes of superior 
equipment, advanced technology, and responsive dealer services. 
Precision agriculture seems certain to shape the future of 
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farming. And, as our strategy makes clear, it is an area in which 
John Deere intends to be the undisputed leader. 


Our plans also stress reinforcing our strong relationship with dealers, 
whose expertise and connection to customers are considered 
among Deere’s biggest competitive advantages. Dealers share 
our enthusiasm for the value that advanced products and services 
can bring to our customers and they are critical to ensuring the 
widespread adoption of the technologies we offer. 


Finally, the strategy emphasizes strong financial performance — 
maintaining our aggressive goals for operating margin and 
asset turns and for realizing sustainable SVA growth through 
disciplined expansion. 


Regardless of the changes needed to reach our goals, John Deere’s 
commitment to how we do business is not subject to revision or 
reconsideration. Our core values—integrity, quality, commitment 
and innovation—have sustained the loyalty of generations of 
customers and are a source of inspiration for thousands of talented 
employees, dealers, and suppliers. Further, these values have 
supported business performance that has led to solid returns for 
our investors over many years. 





New G-Series forestry harvesters (eight-wheeled 1270G shown) 
provide excellent stability, climbing ability, and reliability— 
plus 10% better fuel efficiency. All are important factors for 
customers who work deep in the forest. 


NEW PRODUCTS, ADVANCED TECHNOLOGIES 

Deere innovations again earned global recognition during the year. 
As an example, the company won more than one-quarter of the 
year’s AE50 awards, presented for innovation and engineering 
advancement by a leading engineering society. Honored products 
include the 9RX and 6R tractors, a high-speed applicator for 

dry nutrients, and mobile applications for tractors, tillage tools, 
planters, and harvesters. 


Early in the year, we completed our acquisition of Monosem, 
the European market leader in precision planters. With this purchase, 
we added four facilities in France and two in the United States. 


Also, Deere acquired a majority interest in Hagie Manufacturing, 
the U.S. market leader in high-clearance sprayers. The agreement 
allows us to serve customers in need of equipment designed 

for applying nutrients to crops later in the season. 


Service parts help generate profitable sales throughout the business 
cycle. Here, Jessica Spitzmiller, one of roughly 1,000 employees 

at our North American Parts Distribution Center, works to fill orders 
that will help our customers’ operations run smoothly. 


offices. In fiscal 2016, the company and its foundation 
made charitable contributions totaling over $31 million, 
helping improve the lives of more than 18 million people 
worldwide, by our estimates. 









In addition, Deere employees recorded nearly 160,000 
volunteer hours in 2016—a new record and up over 50 percent 
from the prior year. From mentoring a high school robotics team 
in Waterloo, lowa, to packaging meals for the hungry in Mannheim, 
Germany, to planting rice with smallholder farmers in West Java, 
Indonesia, Deere employees again exemplified the company’s deep 
commitment to our communities and society overall. 


In another area, we're continuing to test the capabilities of FOCUSED ON SUSTAINABLE OPERATIONS 
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well as parts prototypes. — 
greenhouse gas emissions. Among our successes was a new paint 


IMPROVING LIVES THROUGHOUT THE WORLD pre-treatment process at one of our factories in Germany, which 
John Deere helps improve living standards in ways that go beyond resulted in dramatic reductions in waste and energy consumption. 
what we do in our factories, research centers, and financing 








A bright spot for construction equipment has been commercial worksite products 
such as skid-steers, compact track loaders, and compact excavators. New models 
such as the 331G track loader have helped dealers attract new customers. 





Deere facilities are known not only for quality and innovation, 
but also for employee safety. In 2016, recordable-injury rates 
declined to an all-time low and over half of our locations had no 
lost-time incidents. 


Among the many accolades received by the company during the 
year, Deere was named America’s best employer in the engineering 
and manufacturing category (19th-best overall) by Forbes magazine. 
Deere also appeared for a tenth straight year in a prominent listing 
of the world’s most-ethical enterprises, was featured in Fortune 
magazine's review of most-admired companies, and was recognized 
for having one of the world’s 100 most-valuable brands. 


SHORT-TERM CHALLENGES, LONG-TERM PROSPECTS 


By describing Deere’s long-term prospects in bullish terms— 

and we are very optimistic about our long-term prospects—we don't 
mean to minimize the challenges we're facing at the present time. 
Reconciling our operations to the conditions of the last few years 
has been difficult. For many employees and customers, it has 
been a painful time. What's more, though there are signs that some 
of our key markets may be approaching a bottom, we are not 
anticipating a turnaround in 2017. 


Deere senior leadership team shown with 9620 RX tractor at company headquarters 
in Moline, Illinois. From left: Jim Field, Mark von Pentz, John May, Cory Reed, 
Mary Jones, Jean Gilles, Sam Allen, Marc Howze, Max Guinn, and Raj Kalathur. 


These facts, unwelcome as they may be, add to our resolve. We are 
more committed than ever to continuously refining our plans and 
making our businesses as durable, adaptable, and innovative as 
we possibly can. This is what will make Deere a better employer, 

a more formidable competitor, and a sound long-term investment. 
More than that, it will help us fulfill our commitment to serving 
those linked to the land for future generations and ensure that 
John Deere’s best days are indeed still to come. 


On behalf of the John Deere team, 


baa 


Samuel R. Allen 


December 19, 2016 


